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PREFACE 


HE thanks of the Council and members of the 

New South Wales Division are extended to the 
members of the Committee who have devoted so 
much of their time and services to the production of 
this second statement on Control Through Mechanised 
Accounting. 


Accounts Receivable and Payable create a very 
large portion of the paper work in most offices. There- 
fore, efficient ccntrol of these procedures should bring 
about a more effective operation of these aspects of the 


accounting system. 


This brochure is commended to all members. It 
should prove a valuable contribution to the subject. 


R. KEITH YORSTON, 
State President. 


Sydney, Ist December, 1959. 








ACCOUNTS RECEIVABLE 
INTRODUCTION 


many businesses, the largest section of the office paper work is 
concerned with the recording of, and accounting for, sales. This 
work may involve: 


@ Preparation of sales orders, packing slips and delivery notes. 


@ Analysis of sales orders as a basis for manufacturing 
schedules. 


Preparation of invoices or sales dockets. 

Writing up of sales journals or summaries of invoices. 
Preparation of various sales analyses. 

Issuing of receipts for cash received. 


Postings of transactions to the accounts receivable ledger 
and statements. 


Issuing of statements at the end of each month or other 
accounting cycle. 


@ Preparation of trial balances of debtors accounts and lists 
of overdue amounts. 


The preparation of multiple documents in the same operation 
is one of the advantages of machine accounting. There often are 
advantages to be gained by eliminating carbon paper and using 
carbon backed stationery and “no carbon required” paper. 


This statement on accounting practice follows on Part I which 
covers the general principles of control through mechanisation, and 
is intended as a guide towards specific applications. Detailed 
descriptions of particular machines have been avoided, as has the 
use of the more complex equipment attached to some punched card 
installations. 


Sales Orders 


Although it is rarely practicable to mechanise the work of 
preparing sales orders, it should be kept in mind that under suit- 
able circumstances it may be possible to combine the writing of 
orders with the part-preparation of invoices. 


In some industries—such as the manufacture of seasonal goods 
—the manufacturing schedule is based upon the actual orders 
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received. This can involve a heavy job of analysing orders for which 
machines such as adding machines and punched card equipment may 
be used. 


Invoices 


Considerable use is made of calculating machines for the 
computing work involved in the preparation of invoices. 


Where multiple copies of invoices are required, the typing 
may be expedited by the use of continuous forms of stationery and 
typewriters fitted with-“fanfold” or “interfold” devices which 
eliminate the manual handling of carbon paper. It is important 
when the system is being introduced to provide for sufficient docu- 
ments to be prepared in the one operation for all essential purposes. 
These could include: 

@ Original to customer. 

@ Despatch note to accompany the goods. 


@ Receipt for goods to be signed by recipient and returned by 
carter. 

@ Office copy to be used for sales analysis. 

@ Office copy to be used as ledger posting medium. 


It is not usual for more than one set of continuous stationery 
to be available to the operator to use for specific applications. There 
are cases where it is practicable to combine the preparation of the 
invoice with the posting of the ledger and the preparation of the 
statement. 

Some businesses, finding that most of their customers do not 
make more than one purchase a month, have discontinued the 
issuing of statements and incorporate in their invoices a detachable 
“remitting stub”. 

A brief description of punched card methods of preparing 
invoices is given in a later section. 


Summaries of Invoices 


It is necessary to summarise sales (invoices) into periodical 
totals (daily, weekly, monthly) as part of the work of providing 
control or “predetermined” totals against which to prove the ledger 
posting totals. 

The analysis of sales in most organisations is essential and 
sometimes can be prepared as a by-product of the posting operation. 
(See Illustration 1). In many concerns sales analyses are kept as 
a separate record, the master control of which agrees with the sales 
control in the debtors’ ledger. 
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UNIT OR DIRECT ACTION ACCOUNTING MACHINES 


Posting to the Ledger 

The advantages of machine posting the accounts receivable 
ledger include: 

@ The elimination of duplication of work by posting the 

ledger and statements in one operation. 

@ The elimination of mental addition and subtraction and the 
progressive extension of the balances of accounts so that 
they are completed immediately the last posting for the 
month has been made. 

The progressive proof of the correctness of the posting work. 
In some cases, the making of the sales tax dissection and 
other analyses of sales as a by-product. 

The compilation of such useful information as an analysis 
of balances by month due, balances of overdue items, totals 
of forward dated items or the progressive total of sales to 
date. This usually only requires the “picking up” of the 
additional figures—the machine performing the remainder 
of the operation automatically. 

To obtain the maximum results from the use of machine posting, 
the machine should be as automatic in its operation as is practicable, 
leaving the least possible proportion of the work to the operator. 
There should be a regular flow of posting media so as to prevent 
the loss of both machine time and operator time. The operator 
should be trained in the most efficient method of paper handling as 
well as in the skilful operation of the machine. 

The posting media should be sorted into account order before 
posting is commenced. It is usually found most convenient to keep 
accounts receivable ledgers in alphabetical order, although some large 
systems provide for a numerical sequence, and others an alpha/ 
numerical sorting. Other convenient divisions of the ledgers to 
meet special circumstances will readily come to mind. 

There are three commonly used methods of ledger and state- 
ment posting: 

1. Posting to statement forms with carbon duplicates which 
serve the purpose of the ledger. The statement and ledger 
form one “fold over” unit, and at the end of the month 
the duplicates are either bound together or collated with the 
duplicates for previous months. 

Posting to statements with the posting being made simul- 
taneously to the ledger cards by means of carbon. The 
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ledger cards are of the “continuous” type, ic. the same 
card is used for a customer until it has been filled with 
postings. 

Posting to statements and to ledger cards which are fed 
into the machine side by side. After each posting is made 
to the statement the machine skips to the ledger card and 
automatically repeat posts. This method is confined to 
cases where only figures and abbreviated narration are to 
be used. 


As the statements are posted progressively during the month, 
and the balance extended after each posting, it follows that they 
are ready for mailing to customers as soon as the postings for the 
last day of the month have been made. 


Proof of Accuracy 

The method used for proving the correctness of the work varies 
according to the type of machine used and the nature of the work, the 
most common methods being: 

1. Trial Balance Proof. The new balances of the accounts which 
are operated upon during a posting run are accumulated in the 


machine. To this total is added the balances of inoperative accounts, 
and the grand total is agreed with the ledger control total. This 
control total is, of course, the accumulation of the “predetermined” 
totals of the batches of posting media (invoices, receipts, etc.). It 
will be obvious that this method becomes uneconomic unless a 
majority of the accounts are involved in each posting run. 

2. Second Pick-up Accumulative Proof. This method is used 
in the majority of cases and requires the use of a multi-register 
machine and a full width proof or audit sheet. The old balance is 
picked up a second time as the last item in the posting operation and 
the machine accumulates the total of 


a. the postings—debit, credit or both, 
b. the new balances, and 
c. the second pick-up of old balances. 


The first of these totals is agreed with the predetermined total 
of posting media and the sum of (a) plus or minus (c) is agreed 
with (b). 

3. Direct or Line Proof. Under this method either a wide proof 
sheet or a narrow proof tape may be used. (See Illustration 2). The 
operation is similar to the preceding method, but the machine 
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subtracts the second pick-up of the old balance from the new balance 
at the time of posting and automatically extends the difference on to 
the proof sheet or tape. If this difference agrees with the amount on 
the posting medium it follows that both the posting and the exten- 
sion of the balance are correct. A single accumulation of these 
differences and the agreement of their total with the predetermined 
total of posting media will prove the correctness of the whole 
operation. 


A variation of this method is known as the “non-clear lock” 
proof. This variation requires that the machine will lock if the 
second pick-up of the old balance does not agree with the first pick- 
up. It is then only necessary to accumulate the postings and agree 
their total with the predetermined total of the posting media to 
prove the whole operation. A machine with one accumulat:.y 
register can be satisfactorily used with this method. 


4. Pre-list or post-list proof. Where it is considered necessary 
to also provide proof that the postings have been made to the 
correct accounts, the pre-list or post-list method of proof can be 
applied. Under this method, a person other than the machine 
operator selects the operative accounts, lists the old balances and 
obtains a total. After extracting the old balance from the ledger 
card she restores it to its original position in the tray. 


The machine operator then proceeds with the ledger posting, 
following the standard routine of selecting the account to be posted, 
picking up the old balance, posting the debit or credit and extending 
the new balance. 


These new balances are automatically accumulated in the 
machine and a total obtained. The difference between this total of 
new balances and the independently obtained total of old balances is 
compared with the predetermined total of postings. 


If the two agree, there is proof of posting to the correct accounts 
as well as proof of the arithmetical accuracy of the work. The proof 
of posting to the correct accounts is based on the theory that two 
persons working independently would not select accounts, one of 
which was wrong, but on both of which the old balance was the 
same. 


After the correctness of the work has been proved, the total 
of the postings is posted to the accounts receivable control account. 
The balance of this account should therefore always be equal to the 
sum of the balances of the individual accounts in the accounts 
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receivable ledger. In most instances it will be found that the proving 
of the accounts will be facilitated if the ledger is subdivided into two 
or more control sections. Approximately 500 accounts seems to be 
the desirable number for each sub-division. 


Cash Receipts 
The receipt of remittances from debtors necessitates the follow- 

ing four steps: 

Issue of receipts; 

Recording of the receipts in the cash book; 

Preparation of a bank deposit form and banking of the 

amounts received; 

Posting of the amounts to the accounts receivable ledger. 


Under unit or direct action machine accounting methods, some 
of these steps may be combined in one operation, a common prac- 
tice being to combine steps 1, 2 and 3. However, a practical modern 
method is to combine all four steps in one operation. A study of 
the forms shown in Illustration 3 will make clear the method used. 
The balances of the individual accounts will be automatically ex- 
tended and the work of posting proved as already described. 

There has been a tendency in recent years to discontinue the 
forwarding of receipts for remittances received through the mail 
by cheque. However, although postage may be saved, it is still 
necessary in most States to make out a form of receipt and to affix 
a duty stamp, even though the receipt may not be sent out. There- 
fore, the procedure outlined above (steps 1 to 4) is generally still 
followed. 


When the volume of receipting is considerable, a major saving 
can be effected by receipting the remittances (duplicate statement or 
tear-off slip) on a cash receipting machine and using the audit tape 
as the bank deposit record. The full details of the deposit are 
retained by “micro-filming” the cheques before forwarding to the 
bank. Under this method all detail recording of cheques for purpose 
of bank deposit is avoided. 


Trial Balance and Report of Overdue Accounts 


Under a machine accounting system, as with a manual system, 
it is desirable to prepare a monthly trial balance for the purpose of 
proving the accuracy of the month’s work by comparing the total 
balances with the control account, providing a summarised state- 
ment of the condition of the accounts and making available a list of 
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amounts owed, should the accounts themselves be destroyed by fire 
or other misadventure. 


With machine methods it is practicable to prepare this record 
simultaneously with the necessary entering of outstanding balances 
on the new month’s statements. As the machine operator types the 
balances on to the statements, the information is duplicated on to 
the trial balance, either by means of carbon paper or by “repeat 
printing’. The machine will also accumulate the balances and 
provide the grand total of outstandings. 


Where the ledger is posted so as to break each account’s 
balance into “month due” amounts, it is a common practice to repeat 
this information in the trial balance. (See Illustration 4.). Manage- 
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ILLUSTRATION 4—Example of machine operation in the bringing forward of analysed 
“account rendered” to the new month’s statement combined with the preparation of a 
“trial balance’ and “report of overdue accounts”. 
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ment is thereby provided with an age analysis of the total outstand- 
ings and the credit manager with details of the state of each account. 


It is usual for the credit manager’s copy of the trial balance to 
be kept up to date by noting on it each day’s cash receipts and any 
collection action taken. He will then be able to pass or reject sub- 
sequent orders and take follow up action without the necessity of 
removing account cards from the ledger. 


The dissection of the trial balance allows future collections to 
be estimated for comparison against budget. Budgeted credit terms 
may be proved by comparison against the cash marked off during 
the month, or against the next summary. 


Cycle Billing 

This method of rendering accounts has been used by public 
utilities for many years, and since the war it has been adopted by 
many retail stores. 


Under this method, traditional month-end billing of all cus- 
tomers is replaced by billing and balancing in a number of approxi- 
mately equal groups “cycled” throughout the month. Each group 
has a different closing date, e.g. accounts A-D may be closed and 
rendered on the 10th of each month, while accounts E-G close on 
the 15th, and so on. The statements for each group include a full 
month’s transactions. The number of “cycles” into which the total 
accounts receivable ledger is divided will vary according to the size 
of the establishment. In Australia, where the number of public 
holidays is high, and where many offices do not work on Saturdays, 
it may be found necessary to limit the number of cycles to 14 or 
less, so that more flexibility of billing and mailing dates can be 
provided. 


All accounts are kept in special filing cal ts. The customer, 
in applying for credit, fills out an applicatio: -ard on which is 
recorded his address, credit data and sign.iure. This card 
serves as a record throughout the life of the account. In addition, 
the store prepares a “credit history card” which usually allows for at 
least three years’ record of the account. 


These two cards represent the customer’s file. All posting media 
(cash receipts, charge dockets, returns dockets, etc.) for each 
account are placed daily between these cards in the file until the 
particular billing date arrives. The “credit history card”, pre- 
addressed statement and all relative media are then passed to the 
billing machine operator. 
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HISTORY LEDGER CARD 
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At this stage, either of two popularly used methods of statement 

rendering may be applied: 

a. Descriptive billing—whereby details of each purchase are 
transcribed from the sales docket to the statement, e.g., two 
pairs stockings, or 

. Non-descriptive billing—whereby the total of the docket 
only is transcribed to the statement, the detail being supplied 
to the customer by the inclusion of copies of the dockets 
with the statement. 


Under method (a), the bookkeeping machine used is equipped 
with a typing keyboard, whereas under (b) this is not necessary. 
In both cases, the actual billing procedure is similar. 


The machine operator inserts the statement and credit history 
card, side by side, in the machine, both to fixed limits (avoiding the 
necessity of aligning the forms), and then enters the account rendered 
and the amounts of sales dockets, returns and cash. The machine 
calculates and automatically prints the new balance on the statement 
and posts all the required information on the credit history card. 
(See Illustration 5.). The operation (particularly where typewritten 
description is avoided) is exceptionally fast and accounts are 
handled only once each month. 


At the time of posting to statements and credit history cards, 
the machine has been accumulating the balances of all accounts in 
the particular group or cycle. This figure is balanced with the 
“cycle control account” which has been built up progressively during 
the month from daily totals of sales dockets, cash receipts, returns 
dockets, etc. 


Where the system of non-descriptive cycle billing is adopted, 
the general practice is to include a copy of each docket with the 
statement. This gives the customer a complete and detailed record 
of all transactions during the period covered, including the signatures 
of the recipients of the goods. This practice involves either the pre- 
paring of an extra copy of the docket at the time of the purchase or 
else the micro-filming of dockets and statements before despatch to 
customers. In larger establishments, where filing space and later 
reference are problems, the micro-film method offers considerable 
advantages. 


Advantages claimed for the cycle billing system include the 
following: 


@ Better customer service—a complete description of purchases 
and payment is mailed with each statement. 
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@ Fewer customer queries—sales dockets mailed with the 
statements give full and accurate details, including signature 
of purchaser. 

@ Savings in equipment and operating staff—as high as a 75% 
saving in the number of machines and operators previously 
needed under conventional descriptive billing methods has 
been achieved. Usually more experienced and reliable clerks 
are needed. This has meant that many concerns feel that 
system improvements of the type mentioned above have been 
their most important cycle billing advantage. 

@ Elimination of balancing and billing peaks—the cycle plan 
distributes the work evenly over the month. 

@ Regular receipt of remittances throughout the month—peak 
loads of work in cashier’s and collection departments are 
avoided. 

@ Simplicity—modern cycle billing machines virtually reduce 
the posting operation to a simple listing job. 

Due to the accepted commercial practice of rendering state- 
ments of account on a calender month basis, cycle billing has not as 
yet been applied to any great extent outside retail organisations. 
However, the economies it offers are so great that it seems many 


commercial concerns will adopt, perhaps in a modified form, the 
principles of cycle billing. 


PUNCHED CARD MACHINES 


Punched card methods may be applied to part or to the whole 
of the sales recording and accounting procedures. For example, they 
may be used merely for the preparation of sales statistics or, on the 
other hand, they may be used to prepare the invoices, post the sales 
ledger and statements, as well as to provide the desired analyses of 
sales. 

The point at which the punched cards are prepared will, of 
course, vary according to the functions to be performed. If they are 
to be used for sales analysis and/or sales ledger purposes only, they 
will be punched from the copies of invoices. If the invoices them- 
selves are to be prepared by punched card methods, then the punched 
cards will be produced from the customer’s orders or the warehouse 
records of deliveries. 

Invoices may also be prepared by the use of machines with an 
ancillary punched tape. Basic details such as the customer’s name 
and address and standard information may be programmed into the 
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machine and cards and printed on the invoices automatically. The 
punch tape may be used later for analysis purposes and debtors 
ledger posting. 

There are two punched card methods which are widely used 
for keeping accounts receivable records and preparing monthly state- 
ments. The first, known as the “balance card” method, follows the 
orthodox method of bringing forward the outstanding balance from 
the previous month. The second, known as the “open item” method, 
provides for all outstanding items to be brought forward in detail 
on each month’s statement of account. 


Balance Card Method 


(See Illustration 6). From the copies of each day’s invoices, 
sales ledger cards are punched, one card for the total value of each 
invoice. These are tabulated in invoice number sequence to produce 
the sales journal, the daily total of which is posted to the sales ledger 
control account. From copies of receipts, cash and discount cards 
are punched for the remittances received each day. These 
are tabulated to provide the debit side of the cash book and the 
total to be posted to the sales ledger control account. 


The cards for each day are sorted and mechanically filed in 
account number sequence, together with balance cards which were 
automatically produced during the process of posting last month’s 
statements. This file of cards contains punched card records of the 
opening balances and of all the month’s transactions to date. At 
the end of the month, the cards are interpolated with a standing file 
of name and address cards, the machine automatically segregating 
any of the latter for which there are no balance or transaction cards. 
The merged cards are then run through the tabulator which is fed 
with statement forms in either sheet or continuous form. 


The tabulator prints the name and address, spaces to the body 
of the form, prints the details of each transaction and computes 
and prints the new balance. It carries on with the feeding and post- 
ing of forms without stopping until the run is completed. Then it 
prints the accumulated total of all balances for agreement with the 
sales ledger control account. 


As each statement’s balance is printed, the summary card punch 
attached to the tabulator automatically punches a new balance card 
to be used when producing the next month’s statements. 


Usually the statements are produced in duplicate, the copy 
being filed to constitute the sales ledger. However, the conventional 
type of ledger card can also be posted if desired. 
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ILLUSTRATION 6 











Open Item Method 


This is so named because each statement always gives an open 
list of all items outstanding, clearly set forth with dates and support- 
ing document numbers printed beside them. (See Illustration 7). 


Each day from the copies of invoices, sales ledger cards are 
punched and used to tabulate the sales journal as for the balance 
card method. These cards are kept in an unpaid file in account 
number and date sequence. Before being filed away, these cards may 
have an interpretation of the punching in them printed on the face of 
the card by means of an interpreter. As cash is received, cash and 
discount cards are punched and tabulated to produce the debit side 
of the cash book. The corresponding sales ledger cards are extracted 
from the unpaid file, merged with the cash and discount cards, and 
tabulated to produce the cash proof tabulation. This serves as a 
check on the extraction of cards from the unpaid file. 


Where a payment is on account and does not clear specific 
items, the cash card itself is filed in account number and date order 
in the unpaid file. All the other cards representing the completed 
transactions are filed in a paid file. 


At the end of the period, the cards in the unpaid file (which 
always represent all outstanding items) are merged with the name 
and address cards and used to tabulate the statements. 


As with the balance card method, the tabulator automatically 
calculates and prints the balances and accumulates them to provide, 
at the end of the run, a grand total for agreement with the sales 
ledger control account. 


The sales ledger cards and name and address cards are separ- 
ated and refiled—the former in the unpaid file, constituting the open 
balance (in detail) for the next period. 


To provide records of payments and completed transactions, 
the cards from the paid file may be posted periodically on the tabula- 
tor to individual history sheets for each account. 


Sales Statistics 

Sales statistics are prepared from analysis cards which are also 
punched from the manually prepared invoices. One card is punched 
for each line on the invoice and contains such information as terri- 
tory, salesman, customer number, customer classification, product 
code, sales tax classification, quantity, value, etc. 


These cards are tabulated in batches as they are punched to 
agree their totals with the totals of the sales journals. At the end of 
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the period, the required statistics are extracted by sorting the cards 
into the necessary sequence and tabulating them. 


Preparation of Invoices 

The details of the methods of using punched cards for invoicing 
purposes will vary from business to business, but the following des- 
cribes the general procedure in broad outline: 

@ Files of cards are set up for the various issuing quantities of 
each product handled. These cards are pre-punched with all 
the information necessary for invoicing purposes, viz. descrip- 
tion of goods, the quantity, the unit price, total price, sales 
tax, etc. Sets of name and address cards for customers are 
also prepared and filed. 

The pre-punched cards and name and address cards are 
interpreted and kept in a tub file so that they are readily 
accessible for manual plucking. 

Working from the customers’ orders, the relative pre- 
punched name and address cards and invoice item cards, 
corresponding with the quantities and descriptions of goods 
on the order form, are pulled from the file. The accuracy of 
the pulling of these cards is checked by reading back the 
quantity and description interpreted on the cards against 
the original orders. 

The cards are then tabulated to print the invoice sets. 
Simultaneously with the invoicing on the tabulator, the 
summary card punch automatically punches sales ledger 
cards, one card for the total amount of each invoice. 

These sales ledger cards are then used in the sales ledger 
procedures as described in the previous section. 

@ The invoice item cards are sorted and tabulated to provide 
sales statistics and stock record figures. 

Pre-punched card files are sometimes used to represent actual 
physical stock, the quantity value of the cards in the file correspond- 
ing with the stock actually held. Marker cards automatically indicate 
when minimum stock levels are reached. 

Advantages derived from invoicing by means of pre-punched 
card files are: 

@ Elimination of the pricing, extension and addition processes 

and their checking. 

@ The automatic production of the sales ledger cards. 

@ The obtaining of required sales statistics from the same 
cards as were used for invoicing. 
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Where the issuing quantities are too numerous to allow the 
setting up of pre-punched card files under the above method, cards 
may be set up pre-punched and interpreted with all the information 
except quantity and value. 

The customer orders are used as a basis for plucking the 
appropriate cards from the pre-punched file. These are then passed 
through the automatic key punch where the quantity and customer 
code number is punched. The value (quantity x price) can be 
automatically calculated and punched into the cards by the multiply- 
ing punch. From this point the procedure follows that already out- 
lined. 


It will be seen from the above that the greatest advantages in 
using punched cards for invoicing are obtained where products, 
prices and quantities are relatively consistent. Too many variations 
may result in the advantages being outweighed by the disadvantages 
of a great number of rarely used cards. 
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ACCOUNTS PAYABLE 
INTRODUCTION 


While it is true of most selling organisations that the greatest 
volume of paper work is involved in revenue accounting, there is 
always a considerable volume of work involved in expenditure 
accounting. In some cases, particularly in manufacturing organisa- 
tions or wholesalers who distribute through only a few outlets, the 
volume of paper work involved can be substantially greater than 
that involved in accounting for receivables. 


The procedure followed may include: 


@ Preparation of the buying order or expenditure authority. 

@ Recording and analysis of commitments under “delivery 
date expected” for financial budgeting purposes. 

@ Recording the receipt of goods and services. Checking 

inveices with records of goods and services and copies of 

buying orders. 

Entering of the invoices in a purchase journal. 

Posting invoices to creditors’ accounts. 

Analysis of invoices and posting to general ledger accounts 

affected. 

Preparation of accounts and passing for payment. 

Cheque writing. 

Production of expenditure cash book. 

Posting of cash payments to creditors’ and other accounts 

affected. 


Preparation of Buying Orders 

As a generalisation, it is rarely advantageous to apply account- 
ing machinery to the preparation of buying orders only. 

However, developments in accounting machine application 
which have made it practical to combine order writing with commit- 
ment accounting bring this step, under certain conditions, into the 
field for mechanisation. 


Recording and Analysis of Commitments 

This was previously omitted in many expenditure accounting 
systems, but is receiving a growing measure of attention from 
financial executives. Where volume justifies its use, accounting 
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machinery is being employed to advantage at this point, in some 
cases combined with the production of the actual buying order, 
Illustration 8 sets out the combined accounting machine production 
of: 
@ The buying order 
@ A departmental committal account, showing the progressive 
total committed and balance of the budget unexpended (not 
committed) for that department (or item). 
@ A monthly commitment summary for financial budgeting, 
progressively totalled. 
Provision is made in this record for the posting of transfers to 
other months, forward or back, for larger items of expenditure where 
the original delivery date shown on the order has been varied. 


Checking Invoices with Goods Received and Orders 

As a general rule, this phase of expenditure accounting does 
not lend itself to mechanisation, though future developments in office 
automation may encourage larger organisations to use adding 
machines, or other recording devices, equipped to punch coded tape 
as a very effective step for automatic order checking, stock control 
and creditors’ accounting. 


UNIT OR DIRECT ACTION ACCOUNTING MACHINES 


The use of direct action accounting machines for the recording 
of creditors’ transactions is wide spread. The following pages give 
descriptions of systems which should assist in evolving procedures 
to best suit individual requirements. 


Analysis of Invoices and Posting to Creditors’ Accounts and to the 

General Ledger 

It is convenient to describe both the posting of invoices to the 
creditors’ accounts, the expenditure analysis of invoices and the 
posting to the general ledger under one heading, as the procedures 
may be closely related under machine methods. 

In manual accounting, the analysis of invoices was usually made 
through the purchase journal. This was usually a wide book or 
sheet with columns for the most active expense accounts or general 
ledger headings affected, with the less active items grouped into one 
column under the heading “Sundries”. Invoices were posted indi- 
vidually to the creditors’ ledger, either directly from the invoices or 
from this purchase journal, and at the end of the month the journal 
was “added” and the totals of the various columns were posted to 
the general ledger and accounts affected. 
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Under machine methods (see Illustration 9), the purchase 
journal can be produced as a by-product of posting to the creditors 
ledger (and/or pay voucher), thus saving a copying process and 
preserving the advantages of the purchase journal, with the added 
advantages of machine speed and accuracy in the ledger posting. 

However, although the purchase journal has a number of advan- 
tages, particularly for the auditor, it is gradually being discarded 
because: 

@ Multi-column journals require more expensive machinery 
(i.e. wide carriages and more totals) and slow down machine 
production, since the operator must skip through any inactive 
columns. 

Even though individual columns and column totals are 
provided for the more active general ledger accounts, there 
are inevitably a large number which must be “grouped” 
into a sundries column. These must later be separately 
posted or summarised. 

Usually no postings can be made to the general ledger 
account until the purchase journal is closed off and added. 
This inevitably means that expense reporting cannot be made 
until late in the month following the month of the trans- 
actions. 

Totals only are posted to the general ledger accounts. Whilst 
this is adequate in some cases, itemised details are required 
for some accounts for income tax purposes. These can only 
be obtained by reference first to the purchase journal and 
then to the individual invoice, unless all invoices are fully 
detailed in the purchase journal. 

For these reasons many organisations using accounting machines 
post the creditors’ and general ledgers in parallel. Each invoice is 
posted to the creditors’ ledger account affected, and the double entry 
is then completed by posting the debit, with such details as are 
required for income tax or other purposes, immediately to the 
general ledger account. This procedure is continued until the invoices 
are “exhausted”. (Illustration 10). 

The machine provides control through the totals of debits and 
credits posted (which must agree) and the journal sheet, produced 
as a by-product, provides a record for audit purposes of each 
invoice and its distribution. 

“Exhausting” the invoices, in alphabetical creditors’ sequence, 
in the parallel system involves repeated selection and repeated hand- 
ling of the same general ledger accounts when invoices are sorted and 
posted in alphabetical creditors’ sequence. Many organisations 
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therefore adopt the practice of first sorting the invoices to be posted 
into general ledger sequence. In the first run they are posted to 
general ledger accounts, obtaining the benefit through the sorting of 
multiple postings to an individual ledger account, thus speeding 
the operation. 

The same invoices are then re-sorted into alphabetical creditors’ 
sequence and posted in a second run to the creditors’ accounts. 


This variation is not quite so satisfactory from the auditor’s 
point of view. He may have to refer to the two journal sheets pro- 
duced as a by-product of this posting plan in order to trace the 
treatment of a particular invoice. 

The machine systems shown in Illustrations 9 and 10 assume 
invoices will be posted to the creditors’ accounts daily. 

There is a growing support for the opinion that this is wasteful 
of machine and operator time, and that the value of progressive daily 
records of what is owing to individual creditors is negligible from an 
accounting or control viewpoint. Operator’s time is always saved 
by using long posting runs, although they must not be so long that 
a month-end bottleneck will occur. Nevertheless, some part of the 
accounting system should provide a progressive total of what is owing 
to all creditors. As accounts fall due for payment individual totals 
are needed, e.g. seven days and special discounts. 

By adopting some of the principles used in cycle billing for 
accounts receivable, a number of organisations have introduced, 
with excellent results, a system which provides: 

@ Daily postings of invoices to general ledger accounts. 

@ A daily progressive total of what is due to all creditors. (See 

Illustration 11). 

@ The creditors’ ledger (generally in the form of a duplicate 
pay voucher) produced as a simple listing operation at the 
time for payment, and combined in a machine operation 
which writes the creditors’ cheque simultaneously. 

This final operation which combines the writing of the cheque 
and the production of the creditors’ duplicate pay voucher, or in fact 
the ledger, is shown in Illustration 12. 

Under this plan, the invoices received and passed each day 
are listed to provide a control total, and are then posted to the 
general ledger accounts affected. The total debits posted this way 
are balanced with the control total and are posted to the creditors’ 
control account, which thus provides a progressive daily total of the 
amount owing to all creditors. Separate divisions and controls are 
usually maintained for prompt, seven-day and 30-day accounts. 
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Invoices are then sorted into alphabetical creditors’ sequence 
and are filed in much the same way as media is filed in the cycle 
billing system in accounts receivable. 

When each of these sections is due for payment the invoices for 
each creditor are totalled by adding machine or calculator and notes 
are made on the back of the last invoice showing the total for that 
creditor and the total of any discount due. 

The accounting machine operator then copies the invoice refer- 
ences and amounts by machine cn to the duplicate pay voucher and 
arrives at an amount due which is totalled and printed mechanically. 
After refeeding the combined cheque and pay vouchers to the 
cheque position, the cheque is made out by machine for the amount 
noted on the back of the last invoice as being the amount due to that 
creditor. This amount is compared mechanically with the net total 
due arrived at by the invoice listing on the duplicate pay voucher and 
a machine proof of accuracy is thus obtained. 

Where the invoice activity per creditor is fairly high, substantial 
savings in machine and operator time are possible with this system. 
For instance, if there are eight invoices for an individual creditor, the 
daily posting plan would normally involve: 

Eight account selections 

Eight feeding operations 

Eight pick-ups of old balances 

Eight proving operations 

Eight removal and re-filing operations. 

Under this cycling plan these operations are reduced to one each 
and the cheque writing is handled simultaneously. 

Another variation of expenditure accounting by machine 
methods is shown in Illustration 13, in which the following are 
carried out in one machine operation: 

@ The general ledger is posted 

@ The cheque is written 

@ The payment is posted to the purchase ledger (or duplicate 

pay voucher). 

@ The entries are made in the expenditure cash book. 

In this system the invoices are posted cn a progressive daily 
basis to the duplicate pay voucher or purchase ledger and allocations 
to the general ledger accounts affected are made on an extended 
flange of this record. 

Postings to the general ledger accounts are then made on 4 
deferred basis simultaneously with the drawing of the cheque. 

In many machine systems a duplicate of the pay voucher is used 
in lieu of a continuous ledger card. 


38 Supplement to The Australian Accountant’, May 








€t NOlLvalsnTil 





Bea 


+m me ms 


0O @ NwwaiVA # 


6/® GONNOd NBABS ALXIS 





© erowe wa os 


© m8 ome we 








“O11 


AjugQ, mbeq> woursjsmouag] 


“Aid °O9 ZAX JBHL 








wud 


zcee 
9c18 
“Bex 
Sot 


ane 


as 6 €26 
wee 
snm 6ce 


sere Bere 04 wsnon 


“98 uf 
eos UI 
eo wud 














Sock 
2 
462% 





98 6 
of 62 

@eamii 

ood 





na nere 
te 


Sewwmiere 


3] e816 ol erie 





“Ald 


“09 


ZAX JH 


es 


If bf oP Of 





nro 1 Ber 


S$ WIWALW ONIMOVd © ONIxOe 


ais 


deo 6 O49N 
deo «ft (1 ow 
dwo ic 





+ 


Ban 


om awnoaoe 











i - 
wolavoovWw sidadi 





439037 IwW4a3IN3ID 





LNGAIVd WOd TESSVd 


% 9 WO 


anraHO 








#39037 


ISVHIONd 








“aod 





eect OnNINOVG 7 KOE 


AWINO LiVis 


0° @ NYWE2IVR AY 





ee 2 ‘in 
“9 6 


z 
ol 


un eect 
eect 





240 Oe Mwom 





T 
ls 
4 
J 


one? vo peso 





terme 


de> OCW 
deo 6 OGoW 


aro 








eee = ena 
\ #39037 IwWyu3n3od 


- 


SIN eS 201420 F AUMWIAVIS avis 


swAorew 


SF 





466 £26 
46 01 49% 





or 


paave Bad Pr nad 





Pa 








deo 
Be 


O01 %W 
ss 04 


GuveyvOs S$ Wilds 








WOOG HSVOD 3YaNLIGN3dx3 








1960 


Accountant May, 


Australian 


to “The 


Supplement 





The pros and cons of these alternatives are set out briefly 

below: 

Ledger Card (with or without floating pay voucher) 

@ Ledger forms a permanent record 

@ A ledger card provides a convenient record for filing, refer- 
ence and review. 

@ Where payments are not made in full, e.g. progress payments 
on long term purchases, or where refundable deposits are 
paid, a ledger record is desirable. 

@ Progressive totals of purchases either half-yearly or yearly 
can be produced as a by-product. 

@ It is not necessary to bring forward balances month by 
month. 

Duplicate Pay Voucher 

@ Individual manilla folders are kept for the duplicate of each 
creditor’s pay voucher. If necessary, records for twelve 
months or more can be kept in these pockets. 

@ A third copy can be taken if required for attachment to the 
month’s invoices. 

@ Convenient for audit purposes. 

@ Easy to feed into machine. 

@ No collation is necessary. 

@ Cash postings are eliminated. 

@ The handling of invoices of overlapping periods is simpli- 
fied. 

@ Enables the posting at overlap periods of every invoice to 
the pay voucher for the month concerned without the 
necessity for holding any in suspense. 

@ A clear picture of the month’s commitments to each 
creditor is always available without the necessity for a 
reconciliation. 

@ It is possible to check any of the preceding month’s figures 
(by referring to file) without interruption of the current 
month’s work. 


Punched Paper Tape 

By the use of punched tape as a by-product when making direct 
action accounting machine postings, some organisations have kept 
their creditors’ ledger on such accounting machines and used the tape 
in the punched card installation to analyse the payments to the 
relative expense accounts. 





Cheque Writing and Production of the Expenditure Cash Book 
These operations are generally combined into one operation 
when accounting machinery is used. (Illustration 14). The layout 
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ILLUSTRATION 15 





and size of cheques is important to banks and when new forms are 
being designed it would be advantageous to consult the banks con- 
cerned. 

It will be noted on Illustrations 12 and 13 however, that it is 
frequently practical to combine the writing of cheques and the pro- 
duction of the expenditure cash book with another expenditure 
accounting step, i.e. the production of the creditor’s pay vouchers 
and/or the posting to the general ledger account affected. 


Posting Cash Payments to Creditor’s Account 

This is a simple frequently mechanised step, but there is a 
growing trend through the use of duplicate pay vouchers to eliminate 
individual postings completely, or to combine posting with the actual 
cheque writing operation. (See Illustration 13). 

PUNCHED CARD MACHINES 

There are many variations in the procedures used in applying 
punched card methods to accounts payable records and the related 
work of expenditure analysis, but the following generalised descrip- 
tion of a typical application will show the basic principles. The 
flow chart in Illustration 15 sets out these principles in graphic form. 

After invoices received have been numbered, checked and 
approved for payment, cards will be punched — an “analysis” card 
for each different expenditure account affected by an invoice, and 
an “invoice total” card for the total of each invoice. (See Illustra- 
tion 16). The information usually punched is date of invoice, 
invoice reference number, type of transaction, date due for payment, 
discount rate, supplier’s account number, expenditure account charge- 
able and amount. After being key-set for the first “analysis” card, 
all of this information except expenditure account chargeable and 
amount, will automatically repeat into all “analysis” cards and the 
“invoice total” card for each invoice. 
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ILLUSTRATION 16 





The cards will be listed on the tabulator with the machine set 
to print cn one column the amounts from each card and the totals 
of the cards for each invoice. As the “analysis” cards will be debit 
cards and the “invoice total” cards will be credit cards the totals 
printed in this column should be a series of nil balances. In a second 
column will be printed the total amount of each invoice, and the 
grand total of this column will of course be the total of the batch 
of invoices listed. (See Illustration 17). 

The “invoice total” cards will then be separated from the 
“analysis” cards by a single passage through the sorter. The “invoice 
total” cards for each day (or other convenient period) will be sorted 
into invoice number sequence and tabulated to provide a purchases 
journal. 

Before placing these cards into an “invoice awaiting payment” 
file, the cards for invoices requiring payment before the monthly 
pay day will be sorted out and filed in “due date for payment” order. 

At the monthly closing date, all cards in the “invoices awaiting 
payment” file will be arranged by the sorter in order of supplier 
number and used to print the remittance advices (pay vouchers). 

The advices can be addressed by the tabulator by interpolating 
a standing file of name and address cards with the invoice cards. The 
advices will be tabulated in duplicate, the copies constituting a record 
of transactions with individual suppliers. Cheques will be prepared 
from and despatched with the remittance advices. 

Various methods are used for dealing with discounts deductible. 
In some cases the amount of discount applicable is calculated when 
each invoice is being checked and is punched into the invoice total 
card so that it will be printed and totalled on the remittance advices. 
In other cases, the rate of discount is punched in the cards and 
therefore printed on the advices. The calculation is then made for 
each completed advice and manually deducted from the tabulated 
total. 

A further variation consists of tabulating the cards in order 
of supplier number to provide a schedule of invoices due for pay- 
ment. The tabulator automatically prints as net sub-totals, the 
amount due to each supplier after deducting credit notes, and as a 
grand total, the total sum due to all suppliers. 

A clerk enters on this tabulation the amounts of discount 
receivable and the resulting net amount payable to each supplier. 
“Cash and discount” cards are punched and used to produce the cash 
book. These are then interpolated with the invoice cards before the 
remittance advices are prepared. (See Illustration 18). 

The “analysis” cards will be sorted into expenditure account 
sequence and tabulated to provide the analysis of expenditure. 
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ILLUSTRATION 17 
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ILLUSTRATION 18 
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